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SEUGMAN'S "SHIFTING AND INCIDENCE OF 
TAXATION." * 

This work is one of the most brilliant contributions America 
has made to finance. Its solidity, logical analysis, clearness 
of statement, and general scientific soundness, cannot fail to 
procure for it a high place in economic literature. 

The object of Professor Seligman's monograph is to ascer- 
tain the series of processes whereby the area of ultimate 
pressure of a tax comes to differ from the area of original 
pressure. We observe that some taxes are paid by one group 
of citizens and borne by another group. These groups are 
not identical, because of the shiftings or transferences of the 
tax. The first fall of a tax is known as the percussion, or 
" original incidence." Here the tax may stay. But in many 
cases, by what is known as shifting, translation, repercussion, 
Ueberwalzung , etc., the tax comes to rest upon different 
individuals. This final fall of a tax is its ' ' incidence. ' ' The 
incidence, then, is the result of the shiftings. As a ball rolling 
down a flight of stairs drops from step to step till it finally 
rests on the landing, so may a tax, either in whole or in part, 
slide or slip from citizen to citizen, till at last it alights on the 
taxbearer. 

This analogy fails us, however, in one important respect. 
The ball moves under the original impulse joined to 
force of gravity. The stair does not thus throw off" the 
ball. But the tax is inert and does not travel. It does 
not slide, glance, or ricocher. It does not shift. It is 
shifted. It is thrown off by the taxpayer because he has 
adjusted himself to the alteration the tax has wrought in 
his economic environment. The shifting always presupposes 
economic freedom and the knowledge of how best to use it. 

• On thb Shifting and Incidence of Taxation. By E. R. A. Sbughan. 
Pp. 191. Publications of the American Economic Association. Vol. VII. Nos. 
a and 3. March and May, 1892, Baltimore. 
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These being given, the event depends on a man's advantage 
of position. When a man occupies a strong economic posi- 
tion, so that the sacrifice attending a tax can be refused and 
passed on to another by an adjustment involving a slighter 
sacrifice, the tax will be shifted. But when a man occupies 
an unfavorable position, so that the cost of shifting is too 
great, the tax will be endured. When shifted, the tax passes 
from man to man vmtil it reaches some one who cannot afford 
to refuse it and transfer it. On him the tax abides. 

In character the investigation is economic. The laying of 
taxes belongs to the State, and the principles of justice and 
expediency it shall observe are ascertained by finance and 
political science. But the shiftings of taxes result from and 
express the reaction of industrial society under the imposed 
burden. They are determined by economic forces and laws, 
and constitute a part of the subject matter of political 
economy. The incidence of taxes is a problem that finance 
sets to economic science. 

The appropriate method of investigation is that of deduc- 
tion. The shifting depends upon the presence and strength 
of economic forces. In each case the key to the problem 
lies in the nature of the situation. We obtain our knowl- 
edge of the shiftings and incidence of taxation through our 
knowledge of the real economic position of the industrial 
classes concerned. And what is this but learning by the 
deductive method ! The path of a tax is so difficult to 
follow with the eye that it is doubtful if ever the actual 
shiftings will be obsei-ved, recorded, and, by the statis- 
tical or the historical method, made to reveal the laws they 
obey. It is true we may rectify or verify a deduction hy 
consulting admitted facts of common observation or history. 
But in general we must trust to our knowledge of economic 
laws. If the doctrine of the incidence of taxation has 
recently made marked advance, that advance is due not to 
observation, comparison, or statistics, but to our closer 
analysis of economic phenomena and our profounder knowl- 
edge of economic laws. 
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The object, character and method of the investigation have 
been indicated. But a clearer view of the field is needful. 
Shifting is not the same as evasion. The one means 
escape through transfer; the other escape without transfer. 
Evasion may be illegitimate, as in the case of smuggling ; 
or legitimate, as when one makes some change in his occu- 
pation that will place him beyond the reach of the tax. In 
either case it is the government that loses, and not some 
other individual. 

Again, we must distinguish the incidence of taxation from 
the effect of taxation. For example, a high tax may be 
prohibitive, and so have far-reaching social effects. But so 
long as nothing is actually paid, there could arise no problem 
of shifting or incidence. Or a productive tax may seriously 
alter the distribution of wealth, and thus effect great social 
changes. But these cannot fall within our discussion. The 
incidence of a tax must be ascertained ere the remote conse- 
quences are traced, and the ascertainment of this is the task 
of this monograph. 

In his history of the doctrine of incidence. Professor Selig- 
man, after touching upon the earlier doctrines, proceeds to 
discuss nine distinct theories of incidence. 

The physiocratic theory, assuming rent as the sole surplus 
fund of society, insists that the incidence of all taxes is upon 
the landowner. The only tax that does not shift is the land 
tax. All other taxes are simply indirect methods of reach- 
ing the rent of land. 

The absolute theory, outlined by Smith and perfected by 
Ricardo, rests on the postulate of free competition, the wage 
fund doctrine, the residual theory of profits, and the lav/ of 
rent. A tax on pure rent will remain on the land. Other 
land taxes, which reach down to the no-rent lands at the 
margin of cultivation, increase the cost of production, and so 
are shifted to the consumers. In so far as the consumers are 
laborers, the tax will, in virtue of the " iron law of wages," 
be further shifted to the consumer of labor, i. e., the capi- 
talist employer. The incidence of all general taxes on 
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agricultural produce, on wages, or on profits, is upon the 
capitalist. For special taxes on commodities not included 
in the laborer's standard of life, the rule is that they termi- 
nate on the consumer. 

The optimistic, or equal diffusion theory, once in great 
vogue, assumes that a free society, in obedience to the 
promptings of self-interest, behaves as a fluid. It is con- 
ceived that industry will always take on a form such that, 
at any given moment, one field of activity will be as invit- 
ing as another. If, now, a tax is levied upon an economic 
group, emigration from that group will result until the 
equilibrium is thereby restored. As regards the tax falling 
on those who remain, it is propagated along a series of ex- 
changes until it falls on the consumer of their products or 
services. There it rests. So all taxes, whatever be their 
form, come to be taxes on expenditure. The holders of this 
theory are fond of illustrations drawn fi-om the behavior of 
fluids. Wealth circulates among men as the liquid in a 
series of communicating tubes. You may draw from one 
alone, but each of the other tubes contributes its share. Or 
a tax is like a loss of blood which, though emptying a 
single vein, is nevertheless borne by the whole system. The 
hardships of a tax spread and disappear like the disturb- 
ance caused by dropping a pebble into a lake. The press- 
ure is transmitted promptly throughout society just as the 
pressure at any part of a water-bag or an air-mattress is 
instantly transmitted equally in every direction. But at this 
point the advocates of the theory diifer among themselves. 
For some, society is not so fluid but that equal diSusion 
results only from a slow process involving a certain hard- 
ship. These economists regard permanence as the one thing 
needful in a taxing system. And so we have Canard's 
maxim, " Every old tax is good ; every new tax is bad." 

The equal-diflusion doctrine may be interpreted either 
favorably or unfavorably. To the optimist like Thiers, it 
means that every tax, no matter how great its apparent injus- 
tice, comes to bear on people according to their expenditure. 

[447] 



56 Annals of the American Academy. 

And expenditure is a just basis of taxation. To the 
pessimist like Proudhon, it means that since the tax is 
indefinitely shifted upon the consumers, the poor, who 
consume, are taxed, while the rich, who largely save and 
capitalize, escape their fair share. 

The capitalisation theory originated in the discussion of 
the land tax. It was observed that when a special tax is 
imposed on land the selling value of the land is instantly 
lowered b)' the capitalized value of the tax, and when a 
special tax is removed, the selling value is similarly 
increased. In the former case the State confiscates ; in the 
latter it makes a free gift. As neither are justifiable, we 
reach the doctrine that the land tax should never be changed. 
But Craig showed that an alteration in the land tax is 
capitalized only when no similar alteration is made in the 
rate of general taxation. Sidgwick then extended the 
doctrine to ' ' any particular kind of durable wealth of which 
the supply is absolutely limited." Rau held the doctrine 
to apply only to the excess of the land tax over the 
general rate of taxes, and then only in case of sale. For 
example, when the original proprietor, or his heirs, retain 
possession of the land, no capitalization of the tax takes 
place. 

Professor Seligman finally lays down the following prin- 
ciple : "When a partial tax is imposed on any class of 
commodities to the exclusion of all other classes, whether the 
commodity consists of land or of any other taxable object, the 
tax will fall entirely on the original owner of the commodity 
before the tax was imposed and not on the future purchaser. 

When unequal taxes are levied on different 

classes of commodities, the excess of the tax 

will be capitalized, so as virtually to exempt future owners 
from the surplus taxation." This theory is true, however, 
only when the object has an annual rental value, when 
demand and supply remain the same, and when the tax 
cannot be shifted to the consumer by reason of being used 
in further production. For capitalization of a tax is just 
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the opposite of shifting. If a tax is shifted it cannot be 
capitalized. If capitalized it cannot be shifted. 

Excellent as is this analysis it is not quite exhaustive. 
The word tax is ambiguous, since it may mean one payment 
or a series of annual payments. When a tax requires a 
single payment only (e.g., the Direct Tax of 1862), it can- 
not be capitalized, although it may be shifted. Or, when the 
tax reaches goods that will be consumed ere a second pay- 
ment is made, it is not capitalized. But when a special tax 
reaches an object of so protracted a consumption period that 
several annual payments must be made on its account, these 
payments will in certain cases be discounted, lumped, and 
deducted from the selling price of the object ; so that if the 
special tax covers ten years of the consumption period of a 
house, the placing of the tax depreciates the value of the 
house bj'^ the present worth of a ten-year annuity. If the 
object yields a perpetual rental or use, e.g., an estate, it 
depreciates the value by the present worth of a perpetual 
annuity. 

In our other discussions we sought the shiftings and 
incidence of a single payment. But here we have to do 
with the historj' of a tax regarded as a series of payments. 
And we learn that, in certain cases, future payments may be 
shifted back upon the initial possessor. A special and ex- 
clusive tax injures its victims in proportion to the number of 
annual payments they must make on their overtaxed prop- 
erty. And, hence, if eager to escape from the overtaxed 
class, they must offer an abatement in the price of their 
property proportionate to the number of payments yet requir- 
able. It follows, then, that the more durable the property, 
the greater the shifting, and the worse is any arbitrary 
change in the relative rate of taxation. 

Under the eclectic theory, Profesfeor Seligman describes the 
reaction against the absolute theory and the equal-diffusion 
theory. Say insisted that, owing to the falling off in demand, 
the producer may not be able to shift all of a tax. Sismondi 
and Garnier brought out in strong colors the difficulty of 
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"restoring the equilibrium," and the danger of deeming it 
a matter of indifference where the state placed the tax 
burden. They showed that society has not the perfect 
mobility so often assumed by the diffusionists, but- accom- 
modates itself to an unjust tax only after great suffering. 

Rau declared that shifting is effected by change in supply 
and demand, and hence is most likely to occur when the tax 
is uniform and general over the whole field of suppl}'. He 
held that transference of taxation cannot excuse an unjust 
S3'stem of assessment, because the shifting is uncertain, can- 
not remedy local and particular inequalities, requires too 
much time, and often reduces both production and consump- 
tion. Prince-Smith reasons that a tax on a commodity can be 
shifted only through increase of price. This presupposes 
greater demand or smaller supply. But the producer can- 
not increase the demand, therefore he must reduce the 
supply. This requires the migration of labor and capital to 
other occupations. So to the body of producers the problem 
of shifting reduces itself to the question which is the lesser 
evil — to bear the tax or to limit production ? 

The term agnostic theory Professor Seligman applies to the 
conclusion of Adolph Held, that we can know nothing 
about the whole subject of incidence. It is doubtful if this 
doctrine deserves to rank with the really ruling conceptions, 
such as that of equal diffusion, or of capitalization. 

The socialistic theory, as developed by I<assalle, asserts that 
where wages are still above minimum of subsistence, all 
indirect taxes are shifted to the shoulders of the poor. 

The quantitative or mathematical theory, as developed by 
Coumot, Jenkin and Pantaleoni, describes a method rather 
than a positive doctrine. The mathematical theorists regard 
the siibject of incidence as bound up with the general theory 
of value. They have usually been most successful in treat- 
ing tliose taxes which can be regarded as part of the cost of 
production. By a study of supply and demand of monopo- 
lized goods and goods freely produced, of goods produced 
at increasing, diminishing, or constant cost, they were 
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able to establish a body of doctrine which is still in high 
repute. 

With the close of this historical sketch, and previous to 
entering upon the special study of particular taxes, we 
inquire what shape the doctrine of incidence takes on in the 
light of later economic science. 

The diffusionists, with their firm grasp on the great funda- 
mental law, that men under the promptings of self-interest 
so direct their economic activities as to secure for themselves 
the maximum benefit, were clearly a long step ahead of 
those who followed the evidence of their senses in utterly 
ignoring the shifting of taxes. They dedxiced from economic 
law, and were justified in so doing. But their conclusions 
were wide of the truth, because they overlooked differences. 
They neglected the whole group of subsidiary and minor 
economic laws, which must be considered along with the fun- 
damental law in correctly deducing the shiftings of a tax. 
Granting the identity of economic motives, we still have a 
whole series of differences of economic nature which • give 
rise to differences of shifting, and therefore must be taken 
into account. 

A tax is laid upon an object. But ere we can predict its 
transferences and incidence, we mxist consider the fol- 
lowing : 

1. Is the tax general or special ? 

2. Is the object durable or perishable ? 

3. Is it monopolized or freely produced ? 

4. Is it supplied at constant, increasing, or diminishing 
cost? 

5. Is it produced at varying costs ? 

6. Does the tax reach the marginal product ? 

7. Is demand for the object persistent or sensitive ? 

8. Is the capital engaged in producing it fixed or free ? 

9. Is the object a final or merely an intermediate good ? 
The laws hinted at by these inquiries constitute the chief 

gains to exact economic science within the last half centxiry. 
The importance of the above differences in ascertaining the 
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shiftings and incidence of taxes is easy to see. If we take 
merely their surface significance, we reach the following 
principles : 

1. The more general and the less exclusive the tax, the 
narrower the taxless field to which the producers concerned 
can migrate. Hence a disposition to " grin and bear" it. 

2. The more durable the object, the longer the series of 
annual payments demanded by the tax, and the more dis- 
astrous will be the weight of future payments shifted back 
upon the present proprietor by the future owners. 

3. If the object is monopolized, the price is not fixed b}' 
the marginal product, and hence the tax will not be shifted 
through suppression of the marginal product. 

4. If the object is supplied at increasing cost, a greater 
exodus of producers is necessary in order to bring about a 
shifting to the consumer, than if it were supplied at diminish- 
ing cost. 

5. If the object is produced at varying costs, the less 
efficient producers may be ruined by a tax the abler pro- 
ducers can readily pay. Hence the tax will be shifted not 
to consumers, but to the less efiicient producers. 

6. If by reason of partial taxation, or international com- 
petition, the marginal product is exempt, the tax cannot be 
shifted, since the marginal product is the price-fixer. 

7. If demand is persistent, the producers will roll the tax 
upon the consumers through rise in price. But if sensitive, 
the producers will bear the tax, or else some will migrate. 

8. If much capital is fixed, the shifting will be slighter 
and tardier than otherwise. 

9. If the object is a final good, the tax once shifted to 
the consumers will stay there. But if it be an intermediate 
good used in further production, the whole case is reopened 
and all the above considerations may come in to determine 
whether or not the tax shall be shifted to the second, third, 
or ultimate consumer. 

With these principles held firmly in mind, we can ap- 
proach with confidence the problems presented by particular 
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taxes. There is a general complaint that, owing to the 
escape of much invisible city property, the American farmer 
is compelled to pay more than his just share of taxes. But 
it is often asserted that his tax is shifted to the consumers of 
farm products, and becomes a tax on consumption. Even if 
this were true, it would still be a most unjust tax, passing by 
wealth and capital and falling with crushing weight on the 
expenditure of the poor. But it is not true. No such dif- 
fusion occiurs. This will become apparent from a study of 
the incidence of the various land taxes. 

Four kinds of land taxes may be distinguished : i. A tax 
on economic rent ; 2. A uniform or qualitative tax ; 3. A 
tax on produce ; 4. A tax on selling value. All economists 
agree that a tax on pure rent cannot be shifted. Mr. George 
was right in his contention with Mr. Atkinson. The tax on 
rent, as it does not reach the no-rent land at the margin of 
cultivation, cannot increase the cost of the marginal product 
which fixes the price of produce, and thereby the height of 
rents. This case illustrates Principle 6. 

The uniform or qualitative tax flourished in the colonies 
during the last century. A number of possible cases may 
be distinguished. Suppose the tax is uniform, say fifty 
cents an acre, on all agricultural land. In the case of land 
on the margin of cultivation, if one acre produces ten 
bushels of wheat, the price of wheat must rise five cents 
per bushel, or the land must go out of cultivation. In the 
former event, the rise of five cents per bushel will more than 
recoup the owners of more fertile lands. Such a tax will 
not only be shifted, but will transfer wealth from consumers 
to the owners of superior lands. 

If the tax is not uniform, but is closely graduated 
to the quality of the land, the rise in price will barely 
recoup each farmer for his tax. Or, if the tax is graded 
more steeply than the fertility of the lands, the rise in price 
will not suffice to compensate the owners of superior lands 
for the tax. In this case a part only of the tax can be 
shifted to the consumers. Finally, if the tax does not reach 
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down to the inferior lands, on the margin of cultivation, 
there will be no rise in the price of produce, and conse- 
quently no shifting to the consumer. Principle 6 applies to 
this case. 

The tax on produce (tithes and vingtitmes) is of so slender 
practical import to us, and has been so thoroughly discussed 
by Mill, that it need not claim our attention. 

The tax on the selling value of land presents two cases. 
Either it is a part of a general property tax or it is exclusive. 
In the former case it is not shifted for the reason given in 
Principle i. But our American property tax, through its 
failure to reach the mass of personalty, has become so lop- 
sided as to be almost an exclusive tax on landed property. 
But even then it is not true, as the optimist insists, that the 
tax is so shifted and diffused throughout the community as 
fairly to redress the balance. 

Shifting can take place only by a rise in the price of agri- 
cultural produce, and, as demand is always more or less 
sensitive, this is effected through some limitation of supply. 
This requires abandonment of whole tracts of land at the 
margin of cultivation. This would mean ruin for multitudes 
of cultivators who have sunk their capital in their farms. 
Rather than leave the land, they will continue farming at less 
than ordinary profits. And so prices remain low and the 
tax is not shifted to consumers. 

Again, as the fanner's surplus is sold in Liverpool in com- 
petition with the produce of many countries, and our defect- 
ive property tax does not reach the marginal products 
which fix the Liverpool price, and as by Principle 6 the 
price therefore cannot be raised, the farmer is unable to 
throw off the extra burden our tax laws place upon him. 

In cities the real estate tax comes to be made up of two 
distinct taxes— the ground tax and the building tax— each 
having its own shiftings and its own law of incidence. 

Personal property includes not only capital, but also wealth 
not used in production but held for enjoyment. A tax on 
the latter kind of property cannot be shifted, because the 
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property is not sold, and produces nothing that can be sold. 
And sale (of commodities, services, use of capital, etc.) is 
the sole agency by which a tax can be shifted. But a tax 
on capital or interest gives rise to several cases of incidence. 
An equal tax on all capital, if such were possible, could not 
be shifted. But it is impossible, because a tax at most is 
national in extent, while the field for the employment of 
capital is international. Again, as an equal tax on all forms 
of capital must be paid out of very unequal returns, it will 
eventually become an unequal tax. Now, an unequal tax 
on capital — and this is the only kind we have — gives rise to 
two problems of incidence. We have first to inquire the 
incidence as between the original owner and the new pur- 
chaser, and then as between borrower and lender. 

The first problem is solved by applying the law of capitali- 
zation already formulated. When two species of capital are 
taxed at unequal rates, the excess of the tax for all future 
payments will be borne by the original owner, because it is 
capitalized and deducted from the price he receives for his 
property. The second problem is solved by the general law 
of shifting. The loaning of capital may be looked upon as 
an exchange of present goods for future goods, and the 
excess of the latter over the former, t. e. , the interest, may 
be regarded as the price received for the peculiar technical 
advantage conferred by present goods. Now, the gen- 
eral law is that shifting is eflFected through rise in price. 
Price in turn can rise only through increase of demand 
or decrease of supply. A tax on the capital in a particu- 
lar state cannot, of course, increase the demand. But, 
owing to the mobility of capital, it may decrease the local 
supply. In this case the greater part of the tax would be 
shifted to the lenders in that state. It must be noted, how- 
ever, that, even assuming perfect mobility of capital, it will 
be impossible to shift all the tax. If an insignificant locality 
imposed a mortgage tax upon the lender, a slight migration 
of capital would suffice to raise the rate of interest so as to 
shift the tax upon the borrower. But if a large state or 
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group of states taxed mortgages, there would be a double 
diflSculty in raising the rate of interest sufficiently to shift 
the entire tax. The taxed area would be so enlarged that a 
very great migration of capital would be necessary, and the 
untaxed area outside would be so contracted that this mi- 
grating capital could not find profitable employment at the 
old rate of interest. For these reasons the migration would 
not be sufficient to shift the entire tax. That this truth is 
instinctively recognized is shown by the fact that, despite 
their jaunty air of indifference, money lenders offer a furious 
opposition to any law that levies a mortgage tax upon the 
lender rather than the borrower. 

But it is granting too much to assume perfect mobility of 
capital. Migration is hindered by a "friction" due to (i) 
ignorance of the capitalist; (2) difficulty of removing the 
capital ; (3) risk connected with remote investments ; and 
(4) legal obstacles. Still less perfect, then, is the shifting of 
taxes from lender to borrower. And the instinct of the 
farmers who agitate for the just deduction of the mortgage 
debt is no less sound than that of their opponents. 

If we regard profits as .signifying the revenue which 
accrues from the exchange of commodities, we may distin- 
guish four chief kinds of taxes on profits. 

I. A tax varying with gross production or gross amount 
sold. 

II. A tax varying with gross receipts. 

III. A tax varying with net receipts. 

IV. A tax of fixed amount. 

Before discussing the incidence of any of these taxes it 
will be necessary to note certain economic distinctions. 

Commodities must be distinguished according as they are 
monopolized or freely produced. In the latter case competi- 
tion brings it to pass that price conforms to cost of produc- 
tion. In the former case, in which some one controls 
the actual supply, or else determines supply through his 
control of production, price no longer conforms to cost. 
Price, depending upon the will of the monopolist, no longer 
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conforms to cost, but is so fixed as to j'ield the greatest pos- 
sible net profit. This price is known as the maximum 
revenue price. 

Again, commodities may be produced at constant, increas- 
ing, or diminishing cost. In the first case the rate between 
cost and product is the same, no matter what amount is 
produced. So that if x of outlay yields y of product n x 
will yield n y. In the second case this ratio increases with 
the amount produced, so that nx will yield less than ny. 
In the third case this ratio diminishes with the amount 
produced, so that n x will yield more than 11 y. 

Finally, let us note that, owing to differences in situation 
with respect to the market, differences in the possession of 
improved machines or technical knowledge, differences in 
the ability of the producer, and differences in opportunity, 
the supply of a given commodity includes goods of different 
costs. ■ Now, if it be asserted that price conforms to cost, the 
question instantly arises, ' ' Which cost ? ' ' Plainly, each good 
cannot be sold at its own cost, for then the price of those par- 
ticular articles would be as various as their costs. In truth, 
there is only one cost which can permanently serve as price- 
iixer without soon cutting down supply, and that is the cost of 
the marginal product, i. e., the cost of the article produced at 
the margin of production under the least favorable conditions. 
The law of competitive price is, therefore, the law of greatest 
cost. 

Returning now to the first of the various taxes on profit, 
we note that it is the same as a tax on commodities, /. e., 
equivalent to such ' ' indirect ' ' taxes as the custom duties, or 
the internal revenue duties. As each unit must pay its sum, 
the tax may be regarded as an increase in the cost of pro- 
duction. Now, the question of shifting depends upon the 
question of price. Can the price be raised ? In the first 
place, if demand is persistent the price will be advanced, 
and the entire tax will be shifted. This is nearly true in the 
case of absolute necessaries and high-priced luxuries. ■ But 
for most goods demand is sensitive, so that, with a rise in 
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price, the market is contracted. In that case there must be 
a migration of producers ere the tax can be shifted. But as 
this involves loss, the migration will be insufficient to 
permit the whole tax to be shifted to the consumer. The 
tax will be shared. Just how it will be shared depends upon 
the ratio of cost to product. If a good is produced at 
increasing cost, a lessening of supply will lower the average 
cost per xmit. This will permit the producer to bear a part 
of the tax without loss to himself. The portion that burdens 
neither producer nor consumer represents the gain to society 
by checking the outlay for an article of increasing cost. If 
the good is produced at diminishing cost — so that the more 
there is produced the less is the cost per unit — a lessening 
of supply will mean a retreat to a higher cost level. The 
price must, therefore, be raised, not on account of the tax 
alone, but also on account of the greater cost per unit. The 
producer will bear little or none of the tax. The consumer 
may bear not only the tax, but something more. This loss 
that benefits one is the penalty paid by society for checking 
the outlay for an article of diminishing cost. We may, 
therefore, sum up by saying that "the degree to which the 
tax will be shifted will vary inversely as the elasticity of the 
demand, and directly as the ratio of product to cost." 

In the case of an article produced at varying costs, it is 
possible for the tax to fall on neither producer nor consumer. 
Suppose an article to be produced at costs from lo to i6. 
Now, if a tax of 2 is imposed, those who produce at costs 
14 to 16 caimot continue in the business unless the price is 
raised. But the price cannot be raised, for as the inefficient 
producers abandon the field the economical producers will 
increase their output and maintain the former supply. Who, 
then, bears the tax on that portion of the product formejrly 
costing from 14 to 16 ? Certainly neither producers nor con- 
sumers, for cost with tax included is the same, and price is 
the same. Here, then, is a tax that, by enabling efficient 
producers to replace inefficient producers, has created the 
Vifealth it claims. 
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So far we have considered commodities as subject to the 
law of competition. But the law of shifting is entirely dif- 
ferent when goods are monopolized. Monopoly price, as we 
have explained, is out of relation to cost. It depends solely 
on the demand curve. 

Now, the monopolist may increase his profits in two ways 
— upwards, by raising his price, or outwards, by increasing 
his sales ; and he will fix his price at a point where the ad- 
vantages of the two methods are equal, and just balance 
each other. If, now, a tax per unit be imposed, the balance 
is disturbed. If he extend his profits outwards by larger 
sales he incurs more taxes, but if he enlarges his profits 
upwards by higher prices he incurs no expense. I^ike the 
owner of a Chicago business lot, he. will build high rather 
than wide, because height costs nothing, while width does. 
Whether the monopolists can shift all or only a part of a tax 
to the consumer depends upon the size of the tax and the 
sensitiveness of demand. 

The foregoing discussion of the tax on sales simplifies the 
study of the other taxes on profits. A tax on the gross 
receipts from the sale of an article under the regime of com- 
petitiou is nearly identical with a tax on sales. But this is 
not true of monopolized goods. We have seen that in the 
former case the monopolist incurred additional taxes as he 
increased his sales, but not as he raised his price. But if he 
be taxed on his gross receipts, he will incur taxes by what- 
ever means he seeks to swell his profits. Professor Seligman 
reasons that, therefore, there will be no rise in price, and 
consequently no shifting to the consumer. But this is an 
error when asserted of a monopoHzed good that costs some- 
thing to produce. For, previous to the tax, the sole aim of 
the monopolist was to increase net profits irrespective of gross 
receipts. But afterwards he has a motive to keep his gross 
receipts as low as practicable. Now, if he increases his 
gross receipts outwards by larger sales, a part of the increase 
goes to cover additional cost. But if he enlarge his gross 
receipts upwards the increase is pure profit. A tax on gross 
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receipts will, therefore, lead him to lessen his sales and to 
raise his price, thereby shifting some of the tax to the 
consumers. 

On the other hand, the tax on net receipts or profits can- 
not be shifted by a monopoly. The best fund from which 
to defray a tax on profits is the greatest possible profits, and 
this the monopolist has already secured by fixing his price 
at the point of maximum revenue, and so, no matter how 
high the tax rises, he cannot shift it. He will maintain the 
old price until the tax, by devouring a// his monopoly profits, 
compels him to leave the business altogether. 

A tax on the profits of a competitive industry may be 
shifted wholly or partially, but in any case not so much as 
the tax on sales. A tax on profits, falling as it does most 
lightly upon marginal producers, will not bring about so 
great a rise in price as a tax per unit of product. 

A tax, of fixed amount such as a license, cannot be shifted 
by a monopoly, for the very reasons assigned in the discus- 
sion of the tax on net receipts. In the case of competition 
the tax is a condition to production, and may be regarded as 
an initial outlay. Here we might expect shifting. But as 
producers, whether large or small, pay the same tax, the 
business becomes one of diminishing cost. The large pro- 
ducer, therefore, rather than raise the price, prefers to cap- 
ture the customers of the small producer and thus enlarge 
his sales. By larger business rather than by higher price 
will he recoup himself In this case it is hard to see how 
the tax is borne, either by the consumer or by the actual 
producers. The consumers pay no higher price and the pro- 
ducers get no smaller profits than before. The truth is the 
tax is for a while borne by the unfortunate small producers, 
who are being crowded out of business, and eventually it 
is for the most part evaded by the reduction in the number 
of establishments, and hence in the number of licenses 
paid for. 

If by wages we think of the rewards of the professional 
and official classes, it is plain that a general tax on wages 
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will not be shifted. If the rewards of these classes are 
customary they cannot be increased, and if they are competi- 
tive they can be increased only by migration and con- 
sequent reduction of supply. And whither would the 
members of the professions migrate ? In fact, the superior 
earnings of professionals may be regarded as quasi-rents 
which come to them by virtue of partial monopoly, and 
which will not be surrendered in order to escape a moderate 
tax. 

It has been maintained by the classical economists that a 
tax on the wages of ordinary labor will be shifted to profits, 
because wages represent no surplus, and are determined 
independently by the standard of living. But grave objec- 
tions appear. It is assumed that laborers will not consent to 
a f-eduction in their standard of life. This, however, is a 
question of power between the wage-earner and the em- 
ployer. The standard of living may be something above 
the minimum of subsistence. In this case there is a surplus 
upon which the tax may encroach. A class shifts a tax 
because it has a strong economic position. But it is quite 
possible that, owing to machinery or changes in production, 
the wage-earners may not occupy a strong position. In any 
case the shifting of a tax on wages presupposes a struggle 
and an interval of suspense, during which the laborer bears 
the tax. This represents an unjust burden that the state 
should not lay upon a single class. 

A poll tax cannot be shifted except when it trenches 
on the margin of subsistence of the wage-earner. A 
tax on inheritances, bequests or gifts cannot be shifted. 
An income tax has the incidence of its several component 
parts. 

This closes our study of shifting and incidence. In all 
cases we have sought to trace the tax to the consumer. But 
it may be asked, Why should not the consumer shift the tax 
still further? In fact, as shown in Principle 10, he does 
shift it when the article is consumed in production. But the 
final consumer cannot shift the tax, because his consuming 
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has nothing to do with his producing. Change his economic 
activity as he may, he must still bear the tax entailed by his 
consumption. On the final consumer, then, must all taxes 
terminate their course. 

Shifting is a process attending social production, since it 
can only occur when one man produces for another. Under 
the earlier industrial regime, where each consumed the fruits 
of his own labor, shifting was impossible. Shifting is, there- 
fore, a modern phenomenon, characteristic of a system in 
which each stands in an economic relation to his fellows ; 
and as production becomes more special, as producers and 
consumers become more widely separated, as the line of 
middle-men lengthens, and as exchanges multiply, we may 
expect the shiftings of a tax to become ever more numerous, 
varied, complex and obscure. The science of finance will 
therefore make ever larger demands upon economic science 
in its effort to solve this problem. And since the problem 
is at present far simpler than it will be, and since the 
economic science that must solve it is still in its infancy, we 
may be sure the present doctrine of incidence is destined to 
undergo great changes. But the outlook is good. With the 
rapid transformations in our industrial system now going on 
there must come a redistribution of attention among the 
various topics of political economy ; and in that redistribu- 
tion there is every prospect that the subject of the incidence 
of taxation will be a vast gainer. 

In conclusion, I would note that this book has a practical 
import not much inferior to its scientific import. In his 
quest of truth for its own sake. Professor Seligman has 
incidentally done a great service to tax reform everywhere. 
It has been the favorite manoeuvre of conservators of old 
fiscal iniquities to picture how an originally just tax is 
twisted and marred by economic forces until it becomes a 
caricature. By an adroit use of the well-known phenomena 
of shifting, the reformers have been confounded, and the 
public led to endure time-hallowed abuses. But this 
book arms the tax reformer against the sophistries of fiscal 

[462] 



Shifting and Incidence of Taxation. 71 

agnosticism. Now that Professor Seligman has turned on the 
lights, let us hope that the specious reasonings by which 
the bland defenders of vested interests have made the worse 
appear the better tax, will no longer bewilder the educated 
public. 

Edward Aisworth Ross. 

Cornell Umvertity. 



